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Recent Labour Market Experiences from China

Surjit Singh

This paper looks at labour market trends, the role of private sector and self-employment
enterprises in Chinese economy in the recent times. The paper reveals that China has observed
significant improvement in gross domestic product per person employed since 1"978 and
employment as percentage of population has also gone up. The economy has grown at 10 percent
during the reform era and Chinese labour market has observed wide-ranging changes. Structural
change in employment pattern has occurred during the reform period. Tertiary sector presently
is a significant sector in China. The role of private and self-employment enterprises is increasing
in creating ernployment. Inequalities in Chinese economy have increased and pushed the efforts
to improve poverty situation backward. China in coming years may not have now low productivity
low wage advantage. The second largest economy in the Southeast Asia would require gigantic
efforts to absorb rural surplus labour. The changing laws would encourage rural-urban migration
and distort labour market. One major effort China plans is to locate about 40 percent of township
enterprises in small towns.

Large numbers of Asians still live in poverty and this poverty is widespread across Asia. This is
despite the fact that Asian economies have made significant strides in last few decades. How
can Asia help its poor get out of poverty? There are many causes of poverty. The major reason
is that the poor earn too little from the work that they do. Most Asians sustain themselves and
their families by using labour. Most Chinese, work as self-employed workers, especially in rural
areas. They work on family farms/ enterprises on kind or a wage. This means improvement in

labour market opportunities can help enhance incomes, reduction in poverty and improve living
standards. The challenge thus is not merely to create jobs for the unemployed and the new
entrants to the labourforce, but also to improve the productivity and earnings of the available
jobs. China has done fairly well since the onset of reforms in 1978 especially in the rural areas.

However, in the recent years China too is facing challenges of poverty, unemployment and
raising productivity of workers. China's labour market is exceptional as it has huge labour force
that is concentrated in agriculture. Above all the China is an economy in transition with enormous
rural-urban disparity (ADB, 2005). The economic reforms since 1978 served China very well as

China increasingly became market oriented- with Chinese characteristics. Along with the
importance of SOEs (state owned enterprises) and TVEs (township and village enterprises),
private sector also developed significantly in recent years. Private sector especially has now an

added role in the labour market. Self-employed enterprises too have been emerging importantly.
Self-employment in both rural and urban areas is increasing fast due to distress situation and
also as a consequence of dislocations due to the development strategy. Of late trade is also
having wide ranging ramifications in Chinese economy with regard to employment. This paper



in this context tries to look at relation of trade with employment, the role of private sector and
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Chinese economy in the recent times. rt tries to draw some

1. A Backdrop: Economic performance

china initiated modernisation process with a modest economic base'. In r.979, its GDp (grossdomestic product) was gtzz biition (rt zobz prices) .nu p"r.upita income was st83. This GDplargely came from agriculture and siark foverty stared at it. The World Bank estimates that inthe more than two decades since reforms started, average income per capita in China hasquadrupled' while more than 270 million people have been rifted out of poverty (chen andwang' 20or)' From 1978 to2oo4,GDPgrowth in china averaged nearry L0 percent, the highestrate of any country in the worrd for th"e same period (ein et at.,2006; yusuf, Nabeshima andPerkins' 2006)' Deng Xiaoping vision put the economy on a different path in 197g (singh, 1995;1.998;2007). By the end of 2004, China,s GDp was Sf .OS trillion with S126g per capita income.It is now the second largest economy afterJapan in south East Asia. china is perhaps one-sixthas large as the United states in current dollars, and that rndia is one-sixteenth as large (wintersand Yusuf' 2oo7)' Any economic shock arising from Germany or ruprn will have higher impactcompared to one emanating from china and the least from India. Looking at growth of outputand income' China and lndia have performed very strongry since 1995 in comparison to otherlarge economies of the world (table 1). China accounted for 13 percent of the world g;owth inoutput over 1995-2004 when lndia merely accounted for 3 percent. USA accounted for 33 percentwhen its much higher starting share in r,995 offsets its srowe,. growth rate.
Table l": cross Domestic products (%)
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The2020 projections put China second only to the USA in terms of contribution to worrd growth.lndia is projected to have a slower growttr rate during 2oos-2ocompared to 1995-2004, butmarginally higher contribution to woitd growth. Amongst the two Asian giants, china ourscores.It may be noted here that these two countries are piojected to account for 10.3 percent ofworld GDP in 2o2o; a significant increase from G.4 p"r.un, conirinution. Howeve6 emergingeconomies'growth rates are typically more volatile than industrial countries, rates and as thesecountries become bigger; volatility would affect others strongly (winters and yusuf, 2oo7l.



2. Labour Market: Some Concerns

2.1 Labour Force Structure

Significant changes have occurred in China's labour force structure since 1978. One marked
change in 2005 compared to 1978 is that the China's labour force is not young now (appendix
1). In 1978, 55.5 percent of the labour force was below 34 years of age while in 2005, this
proportion stood at 39.6 percent. The labourforce in the age group of 15-19 observed a dramatic
decline from 13.82 percent in 1978 to just 1.58 percent in 2005. This decline has been continuous
over the period. Similar fall is observed in case of labour in age group 1.9-24 years where the
proportion declined from 15.28 percent in 1978 to 8.60 percent by 2005. Labourforce in the
age Sroup of 25-29 years increased since 1978 till 1991, to decline thereafter. In most other age
groups, the labour has observed increases. Labour in 55 years plus age group is 8.7 percent in
2005 compared to 8.9 percent in 1978. Some of these changes are driven by population policy
that China enforced- single child norm. Education is another factor that has pulled down snare
of younger people from the labour force.

What is the employment situation in China? Data shows that in 1,978,401".52 million persons
were employed of the 406.82 million economically active populations in China (98.1%) (Appendix
2). The economically actively population increased to768.23 million bv 2OO4; a 1.g times increase.
The percentage of employed persons in economically active population stood at 97.9 percent.
The employed persons increased 1.87 times. The structure of employment has undergone
significant change since l-978. For instance, primary sector employed 70.53 percent of all
employed persons in China in 1978 and this proportion continuously fell to 46.90 percent in
2004. On the other hand, the share of industry in employment was 17.3 percent in 1978 which
increased to 22.50 percent by 2OO4; a 5.2 percentage point increase. The tertiary sector has
become the second most important employer in China with 30.6 percent persons employed in
it compared to 12.18 percent in 1978. The importance of primary industry has declined
remarkably as China observed significant growth rates in manufacturing sector. However, primary
industry employed the largest number of persons in absolute terms. ln 1,978, it employed 283.18
million persons and touched the peak on 1990 when 390.98 million persons were employed.
Since the number employed had fluctuated to touch 352.69 million persons in2OO4.The number
employed in secondary industry rose by 2.44 t!mes between 1978 and 2004 when the increase
in tertiary industry share in employment was to the extent of 4.71times. The employment in
secondary industry has more or less stagnated around 160 million since the mid-nineties. Tertiary
industry is the second most important employer in terms of absolute numbers in 2004 and
growth of services has been phenomenal since 1990- 9 percent (Qin, ZOO+1'. This appears to be
the result of government strategy of promoting tertiary industries to alleviate the acute labour
supply pressure at relatively low expenses of material and capital resources. Moreoveq growing
service industries would help strengthen the non-state-owned business sector, howevel pricing
in the services sector is going to pose a risk of cost disease to the whole economy (ein, ZOO+;.

The rural population in China increased from 803.2 million in 1978 to942.54 million in 2004.
The rural labour stood at 306.38 million ie., labour force participation rate of 38.14 percent in
1978 and this rate went up to 52.73 percent in 2004 when rural labour force was 496.95



million(appendix 3)' In rural labour force is dominated by male in china. At the province revel,in 2004, top provinces namery, Henan, shangdong, urnun, ir.ngdong and sichuan accountedfor 36'5 percent all rural labour in China (appendix +t.'nrro especially in rural china, theimportance of farming, forestry, animal husbandry uno iirrruri"s has gone down as armost arlrural labour was engaged in these activities in 1g7g;,but byzoo+, the share of these activities inrural labour declined to 61.6 percent (appendix 5). This declinof industrvto 1o.e percent in2oo4from 2.e percent in 1e80.;::^t"".lfffffri:olff'lilli::in rural labour more than doubled during 1980 and 2004 while other non-farm agricurturaltrades improved their share in rural labour from 5.3 percent in lggo to 12.3 percent in 2004.Thus' ruralchina has observed significant structuralchange during the reform era. rt also seemsthat tertiary sector now account for one fifth of rurat t'aoour force. At the province level in2004' the highest proportion of rural labour was in 85.9 percent in Xinjiang and the 26.3 percentin Shanghai in farming, forestry, animal husbandry and fisheries activities (appendix 6). Thus,there are inter- province variations in rural labour engageo in rurming, forestry, animal husbandryand fisheries activities' This is reflected in the deverlpment rever of provinces. The share ofrural labour is industry is the highest in shanghai (45.9 %) andthe rowest share is in 1.9 percer,tin Tibet' This shows wide disparity in rural industrialisation across provinces in china. The inter-province variations are not that significant in case of other rurar activities as regards the rurarlabour' of course' other non-farm Jgricultural trades have marked differences across provinces.
Economic reforms thus from all perspectives have served chinese economy very wer. rt hasbeen among the fastest growing economy in the world over the last two decades. china,seconomic expansion has been led by industry. For instance, the production of manufacturedgoods increased annually.at rate of 12 percent during Lggo- 2002. Moreove; the Chineseeconomy has also become increasingly more integrated into the global economy. china is moreintegrated in the world trading syst# compared to other large economies like Brazil, India, orthe United States' Exports and imports are about 25 percentif GDp in the case of these threecountries. Howeve; in case of China trade represents 70 percent of its GDp.

There is no doubt that the rapid expansion of chinese economy has meant improved rabourmarket outcomes for many of its workers, especially those in urban centres and the coastalprovinces' Howeve4 the economy faces severe challenges in the labour market. First, thereexists considerable underemployment in the rural sectJr, whiJ employed about 490 millionworkers in2002 having low productivity'. The state enterprir.l,r,., employed armost 40 mi'ionworkers in 2oor took care of surprus rabour of the economy (aroot<s and Tao, 2003). Thoughemployment in state enterprises has contracted considerablysince the mid-1990s, falling byalmost 37 million between 1995 and 2001, the labour productivity continues to be much rowerthan in the non-state sector' Researches suggest that an improvement of rabour productivity instate enterprises to non- state levels would render i.0 to 11 miilion workers in these enterprisesredundant (ADB,2005). state enterprises laid off large numberof workers in the 1990s. Howeve;jobs did increase annually by 3 percent since the earry 1990s in urban areas. This expansion ofjobs took place in the formal private sector that includes r*.,gn-frnaed enterprises. This sectorcreated 17'5 million jobs between 1995 and 2001. on theither side, labour force surveysreport that a far larger number of jobs, around 75 miilion, were created in the informar sector



(Brooks and Tao, 2003). As many jobs in the informal sector are low productivity and low-
paying ones, underemployment is a problem in urban China.

As regards the employment prospects, urban areas fared better than the rural areas. This is
largely reflected in the large rural-urban income disparity. This did not lead to large- scale
permonent rural to urban migration because of a range of imperfections in the labour market.
China's traditional emphasis on heavy industry based industrialisation caused segmentation
between areas. An excessive concentration of capital in urban areas took place on the one
hand, and on the other concentration of labour in rural areas. This also created in enormous
distortions in factor markets. While China initiated reforms in its product markets more than
two decades ago, culminating to World Trade Organisation (WTO) accession, the same vigour
was lacking in reforms addressing the factor market.

The labour code governing the operation of private enterprises in China does not presenr
obstacles for firms to adjust their employment levels and/or their wages (ADB, 2005). Instead,
rigidities in the labour market are externalto the labour code. There are two main restrictions
in the labour market- one is the system of official registration used for controlling ruralto urban
migration. The authorities require households to have a hukou (household registration system)
card to legally reside in any given place. Like any developing country even in China there are
wide differences between the provisioning of services in rural and in urban areas.The hukou
card ensures access to the amenities that cities provide, such as housing and education which
otherwise are limited and expensive. This restraints legal migration from rural to urban areas
and inter city migration. Highly skilled workers and investors are permitted to buy a permit
called a "blue stamp" hukou card that enables them to reside in the place of their choice (Chan
and Zhang, 1999). This section even if does not buy one they have adequate incomes to pay for
the higher fees for services they obtain in the social sector. However; majority of rural workers
cannot afford blue stamp hukau card. The restrictions on rural-urban migration, howeve4 are
gradually being relaxed, though still being important.

Migration in China is thus a transitory phenomenon. However, many workers endure to take
advantage of the very significant wage differential. Zhao (1999) for Sichuan province finds rural
labourers earn much higher incomes as migrants than they do as workers in local non-farm ano
farm sectors and in 1995 there was an annual wage gap between rural and urban work of 2388
yuan for unskilled workers of comparable background and ability. There is considerable evidence
that temporary migrants prefer to stay at home in rural areas and engage in non-farm work if it
is available. A less than a third of the difference is accounted for by explicit costs of migration
such as transportation and urban housing. Most of the wage gap is due to the social costs
associated with migration-. These include the disutility of being away from the family, poor
quality of housing, limited social services for migrants, danger of being robbed during the trip,
and uncertainty associated with not having a hukou card.

This has led to an enormous number of floating workers- an estimate puts them at 90 million
which is 19 percent of the total rural labour force (excluding commuters) (Hertel and Zhai,
2004't. These workers live and work in one place but do not have a hukou card and thus nave



very limited access to the urban amenities. The other restriction in the labour market restriction
in China relates to off-farm labour mobility is the absence of a fully functioning land market
that would permit existing land owners to lease out their land to others and migrate to the city
to earn higher wages. The result is that the existing land tenure system has raised the opportunity
cost of leaving the farm. The fear is that if they do not farm the land they may lose the rights to
it. This acts as a strong incentive to continue some level of agricultural activity at a very low
profitability level.

3. Self-Employment

One of the most significant employment trends in rural China is the rise of off-farm self-
employment in recent years. There has been a veritable explosion of traders, merchant, and
small- and medium-scale, individual- and household-run businesses (Entwisle et a1.,19951. During
1988-95, up to 30 million self-employed workers emerged in rural China, and the self-
employment sector was the fastest growing off-farm sector in ru:al China (Rozelle, Guo and
Minggao, 1999). During this period, almost 40 percent of all new off-farm jobs belonged to the
newly self-employed. Self-employment grew fastest in the rich coastal provinces but rural
residents began working for themselves in other provinces as well. Among many reasons for
this increasing tend in self-employment is argued to the increase in earnings from self-employed
workthat in turn increased the China's rural incomes in the late 1980a and 1990s (Parish, Zhe
and Li, 1995). One view in the development literature is that the emergence of a strong self-
employment sector in an economy plays an important role in the overall development process

besides being a source of income and employment for rural res.idents. de Sato inhis Other Poth
described the emergence of self--employed workers as the foundation of devel-opment.
Transition economists argue that the rise of self-employment is a sign of the growing importance
of markets relative to the state. lt is felt that self-employment opens up opportunities for workers
that improve incomes, increase capital assets and the overall standard of living of the rural
community as new enter-prises grow into medium and large size businesses. But this appears

to a minority view. Not all scholars agree that the rise of self-employment is a sign of a healthy
labour market (Singh and Singh, 1989). Most downplay its importance in the process of economic
development. This latter view of the sector is based on the premise that the emergence of self-
employ-ment often parallels the rise of informal forms of employment in developing economies.
In some countries growth in inefficient forms of self-employment has caused conflict with poverty
alleviation programmes (World Bank, 2000). Across the world- from India to Brazil and Kenya to
South Africa, informal sector self-employment empirically shown to be unproductive and lacks

social security measures. lt also pointed out that argue that self-employment may play a negative

role in the economy by distorting labour market incentives, decreasing official output, reducing
government tax revenues and constraining the growth of the private sector. Compared to workers
with wage earning jobs, those that are self-employed in rural China earn more on an hourly
basis but also assume higher risks (Zhang, Rozelle and Boucher, 2005).

Howeve4 education of the participants in informal self-employment could change the perception

as is articulated in some circles (see, Mohapatra, Rozelle and Goodhue, 2006). lt is possible that
superior education is more valuable in startinp and running self-employed businesses relative to
wage work in state and non-state enterprises-. The dominant view of informal sector does argue



that there is upward labour mobility from a low productivity activities to high productivity activities.
Self--employment in rural China is pre-dominantly a way to step-up the employment larjder. The
probability of switching into the low productiv-ity sectclr is low in contrast the probability of
switching into the high productivity sector is much higher. By far the largest share of those that
switch out of wage employment is moving towards the high productivity sector. There are still
some households that do move into the low productivity sector (Mnhapatra, Rozelle and Goodhue,
2006). Self-employment can also/ and is a refurge even in a rapidly developing country as China. lt
is possible that a lar-ger fraction of the labour force might be shifting to the lower productive
sector in an economic distress situation. In China there are individuals who are mo'ring from wage
employment to the low productivity sector, the main direction of rnnbility is from wage
employment into the high productivity self-employment sector.

There of course gender aspects to self-employment. lt has been shown that women are less
likely than men to move out of farming into either self-employment or wage emplclyment^
Women who have managed to break into the wage sector are also more likely than men to
move back into farming. This is very true of China and many studies of rural China reveal an
increasing concentration of women in farm work. There is limited number of wornen in self-
employment in rural China. ln the developed world, however, women have been the fastest
growing segment (in relation to men) among the self-employed'. Age of an individual is another
factor that determines mobility at the lower end of labour market. Younger workers are more
likely to move out of farming into self-employment and wage employment; older people in
post-reform economies are less mobile due to the accumulation of sector specific capital.

What exactly is the situation as regards the self-employment in China? ln2OO4, C.hina had 23.50
million self-enrployed enterprises (appendix 7), which provided employment to 45.87 million
persons. This means on an average, a self-employed enterprise employed 1.95 persons. The
maximum numberof self-employed enterprises is located in Guangdong(83a%l while the least
number are in Tibet (0.245). The top five provinces with self-employed enterprises are Jiangsu,
Zhejiang, Shangdong, Guangdong and Sichuan (35.72% of all enterprises) and have 29.02 percent
all self-employment. Thus, one observes wide variations in self-employment across provinces.
The self-employment in urban areas is slight higher than rural areas; 54.96 percent self-employed
are in urban areas. This proportion is the highest in Jilin (85.89%) and the lowest percentage in
Hebei(34.14%). Therefore, there is uniform pattern in self-employment across provinces. The
reasons for this are amply pointed out in the above discussion. Howevel in2O04,20.7 million
self-employed individuals are there in rural China itself (appendix 8) and this number increased
from 14.91 million in 1990; a 39 percent increase over the years. lt appears the self-employment
in China is gong to increase with WTO deepening and other changes taking place in the economy
like property rights etc.

4. Private Enterprises

From a slow start in the 1980s, the pace of privatisation moved very fast during the 1990s. In
China, household responsibility system facilitated the growth of private enterprises. Starting
with dismantling of rural collectives and the creation of four,special economic zones in
Guangdong province initiated the whole process of privatisation'. In 2004, there were 36.51



million private enterprises in China employing 50.1-7 million workers (appendix 9). Tnere are
three provinces, Shanghai, Jiangsu and Guangdong accounting for 33 percent of all private
enterprises in China. But Jiangsu and Guangdong together employ one fifth of all private
enterprises persons. Per enterprise employment varies between 25.2 persons in Hunan and 9.7
persons in Hubei.

Also about 18.91 percent of persons employed in private enterprises are employers themselves.
This proportions varies from a low of 8.9 percent in Jilin to a high of 33.31 percent in Shaanxi.
This means thatiilin has created more wage employment in private enterprises. Further; 59.7
percent employees in private enterprises are in urban areas while the other 40.3 percent in
rural enterprises. Thus greater private enterprise employment is in urban areas. There are of
course inter-province variations; variations are from 28.2 percent in Hebei to 91.93 oercent in
Jilin. lt may also be mentioned here that in 1990, there were 11.3 million private enterprise
employed persons in rural areas (appendix 8). This employment went up to 20.24 million in
2OO4;1'8 times increase over these years. As regards the share of private rural enterprises in
employment is concerned, it improved from 0.24 percent in 1-990 to 4.15 percent in2OO4.

5. Influence of Trade

One of the biggest uncertainties for the labour market concerns the impact of opening the
Chinese economy as a consequence of WTo accession on rural-urban inequality and income
distribution. Labour regulations identified with inefficient functioning of the labour market,
such as minimum wage laws and restrictions on hiring and firing are found to place few serious
constraints on the- operation of firms. This may either be because the regulations are not
particularly binding on closer scrutiny of the labour code, or because compliance with the
regulations is weak' Put differently, the factors underlying weak labour market outcomes are ro
be found elsewhere, and not in cumbersome labour regulations. Also where labour regulations
are constraining the efficient and fair functioning of the labour market, there willtypically be
only a few elements of the labour code that are a problem. Reform should focus on these. Even
where elements of the labour code need reform, these elements are by no means the only
factors in weak labour market outcomes. Thus improving labour market outcomes will require
reforms and interventions in many other areas. Studies show that the factors behind weak
labour market outcomes are to be found outside the realm of labour market policies.

Hertel and Zhai (20041simulate the impact of two key labour market reforms viz., the hukou
household registration system and the lack of off-farm mobility on rural-urban inequality and
income distribution. lt explores how these factor market reforms interact with product market
reforms being made as part of China's WTo accession.lf hukou system is relaxed, it is argued
that the labour market distortion caused by this system amounts tax on rural wages of nearly
81 percent. The two labour market reforms leads to an increase in migration from the ruralto
the urban sector. The study shows that 10.1- million additional workers leave agriculture if they
are permitted to lease out land as opposed to simply leaving it behind. Furtheri these workers
migrate to the off-farm rural labour market, which in turn induces an additionalT.g million
temporary migrants to the urban sector in order to equalise rural and urban wages. Most of
these workers (5.0 million) are semiskilled. The release of these workers from agriculture would



depress unskilled and semiskilled wages in the rural non-farming economy by 8.9 percent and

3.2 percent respectively. lf this happens, skilled wages in the rural non-farming economy would
rise by 1.1 percent. In case of unskilled workers urban wages would decline by 8.4 percent and

for the semiskilled workers by 2.7 percent. However, the urban ages for the skilled group would
increase by 1".1 percent. lf we reduce the transaction costs associated with temporary migration
due to the elimination of the hukou system, rural-urban migration would expand by 26.8 million
workers and 67 percent are semiskilled workers. This whole process increases the supply of
rural labour to the urban economy leading to increase in rural wages and consequently depressing

urban wages. MoreoveL the reform of the hukou system also draws additional 3.1" million workers

labour out of agriculture. The relaxation of the hukou system improves income distribution
from 2.59 to2.42, measured in terms of the urban-rural income ratio. The combined effect is

much more; it increases GDP by 2.1percent. The urban unskilled wages decline by 17.3 percent

compared to T.l percent fall in urban semiskilled. When the impact of WTO accession is

considered, the skilled wages rise more than semiskilled wages, which in turn rise more than

unskilled wages. The decline in agricultural profitability and the consequent expansion of urban

activity not only leads to additional out-migration for agriculture, but also increased temporary
migration of 1.2 million workers in the absence of labour market reforms-. When labour market

reforms are affected, the migration response is to the tune of L.3 million workers due to the
higher degree of labour mobility out of agriculture. The study finds that the effect of the WTO

accession is similar to a second-best result, which appears moderated when labour market

reforms precede WTO accession. In the context of WTO accession, GDP increases without labour

market reforms by 0.6 percent, and with labour market reforms by 0.5 percent. This is because

the productivity differential across sectors is smaller with the labour market reforms. The

reduction in trade barriers gives a substantial boost to trade in China with both exports and

imports rising by 15 percent.

5.1 Village and Township Enterprises

Village and township run enterprises in China are latching on to WTO to seek faster
development. After 40 years of evolution, China's village and township businesses have

become a key force driving the country's market economy. They are adept at adapting to
market changes. More than 20.8 million such enterprises employed 128 million rural residents

in 2OOL, generating a combined export value of 940 billion yuan. With China's entry to WTO,

township enterprises are expected to encounter unprecedented challenges in terms of fierce

competition and a more rigid market environment. Rural firms may fare well given the fact

that they have flexible operational mechanisms and many of them are engaged in intensive

sectors. Most of China's township enterprises have grown in the market economy system

and have withstood its tests. The rules of the WTO are based on the market economy, so the

rules with regards to rural businesses match those of the WTO. The non-discrimination
provisions of the WTO will help rural firms unleash their advantages in sectors including farm
product processing, textile and household electrical appliances. Their export volume is
expected to expand. For one thing, they willfind it easier to obtain the power to engage in

export trade. Less than 1OOOO township enterprises were given this privilege at the end of
2000 (Lui Zengsheng, Director Ministry of TVEs). Accession to the WTO will enable rural firms



to cofr)lrfite \iith other types of [rusinesses in the country on an equal footing. rownshipentcrprises v'''ril I're able to expand the scale of using foreign funcis through their advantagesirr resltr'rces' r-rperational mechanisrns and laLrour fr:rc,e. the deveiopment of townshipr:t)i"erpl !:jes has been hottleneckecl by a lacl< of funds, partly because it is difficult for tirenr toohtain bank loans, as compared with stete-owned enterpnses (5ingh, 1gg6). on the otherfiand. thr:y car aiso tap tlrr- oversetas market bv launching more jcrnt ventures oulside China.uv errd of 1000, china's viliage and township-run.o,r,puni., had invested 1.5 billion yuan rorun '1886 hrusinesses abroaij (China Daily, Jarrua r1t ?.X, 2CIA2).

\'vhile cirina's economy has benefited from l.he c'urrtry's economic refonms in the last decades;rrtd a certairl measure cf rJevc'lopmentand socialprogiess has occurrecl, the benefits of China,s'ol"rIo nrernbership can certainly be debateci. China's accession to the wro has hacl negatrveenipioyment consequences' lt has been profourrdly involved in stalling the country,s povertyeradicaiion' lt has left the maiority of its people- its peasants- worse off. The incrdence ofextrenle poverty in rural china declined from 29.2 percent in 1990 to 13.8 percent in 1996,ttt-tt ths'n stopped declining' In ttrban china, inciclence of extreme poverty declined from 2.5p*rceni in 1990 to 0'6 percent in 1996 brrt then it too stopped declining. As regards theempioyment a similar plcture appears: employment conditions showed signiticantimprcvement in both ruralend urban areas from 1990 to 1996 while in the subsequent periodrronr 1996 to 2002, ruralemployment conditions continued to improve but urban employmentconditic'rns worsened substantially. This highlights the flaws in the modelof trade liberalisationadvocatecl a'd lacilitated by the wro. lt leaves no space fcr social and developmental concernsatrd does nothing to alieviate tlre externalities it creates. There is no doubt that China achieveda measr,re of success in exports possibie an impact of WTo membership, the negative aspectsot wro accession on enrployrnent are a reaiity. This is coming through import competitionand the resulting in closure of inefficient domestic firms, especially those in the state sector.llowever' this irnpact will not be evenly spr"ead across industries. lt will hit hardest the areasof agriculture' automobiles and rnachinery. [stimates by world Bank suggest that emproymentin tlre agricultural sector will be reduced by 9.6 millio 
^ 

(3.6%of the current total), automobilesby 5 million (r4'5% of the total), antl machinery by 5.8 miilion 12.s% ofthe totar) by 2008.Though effects differ across industries, the overall employment situation following wroaccession is very challenging. china's labour force is expected to grow by about g0 million by2010' from approxinrat ely 742 rnillion in 2000 to more or less g22 million in 2010. consideringthese new entrants to the labour market and the continuing employrnent losses in agricultureand in state-owned enterprises, China will have to create 10 to 20 or 3o million new jobseach year' This is much higher than china's current job-creation capacity. Thus, in the comingfew years, high technology and advanced manufacturing sectors are not expected to be ableto add more than one tenth of that. The main source of job creation will therefore have tocontinue to be labour-intensive industrie.s, such as textiles and services. Though wromembership brings advantages, the negative employment impact of the accession stanr,s tobe greater than its positive effect, 
"tp".irtly in the short run. Those benefiting straight awayare primarily qualified white collar employees and private capitalists, the people who havealrear'1y gained most over the last ten years of reforms, while ihose who are losing are many
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blue-collar workers, farrriers antl urrskillecl office workers, those rrrhosb- ir!conte hal rernarnr-,il
rnore or less stagnant for the last ten Vears .

5.2 lnequalities and poverty

Just as wTo rnernbership doe:; not aopear to have hacl a positive inf iucnce on r.rnrpli;ynr€.nt in
China, it does not appear to have changed the tnencl of rrsing inerlualiriy ar heip rr,'dtrie pgve rty"'.
The recent Chinese history shows no posilive conrei;rtion betr,veien poverty sr;:ilic;riicrn, the
opening up of marl<ets and participation in international tracle. Chirra erperierrrecJ ;r rlrarn;:tic
declineinpovertyinthefirstfewyearsof thr:lgSOs,withtheruralproveriyrate faliir:g tr*rn'/6
percent in 1"980 to 23 percent in 1985 {also see, Lui,20it6). The late 1980s ancJ ear'l'/ 1gg0s i,.n:r.e
more difficult periods for China's poor, with poverty actu;iliy rising in somc years. progrr:ss lva:
restored aroltnd the rrrlddle of tht' 1990s, where rrlral poventy droppnd io ,lll..5 pr,::ycenr trn
1998). The late 1990s, however; saw a slow dlv;n in poverty e linrination agairi, enrj ip l{101 the
rural poverty rate stood at 12.5 percent. The early l.98Cs saw high growth in agricLritLiralo,rtpLrt
and rapid rural poverty reduction in the niake of the cle coilectivisation and tht pr"ivatisalicn erf
land rights under the househoirJ responsiilility systemt'. Agricriltiri.ai land had trrrerrir,usly brc,,rr
farmed by organised brigades, in which all rnembers shared the crutput equaily. Thc:;* reflrnr;
were witholtt doubt importarr t in stimulating rura I econorlic growth at the ea rly staget nf Chin;i,s
transition. Overall, there at'e strong retsofrs to be sceptical of any positive correlatior-r herw,:e 1
trade liberalisation and poverty erarlication. Tlre buik of the trade refonms did noi r-r<-cur i;r thn
early 1980s, urhen poverty was falling rnost rapidly, but later, not;lbiy witlr the er:te,rsion i:i tiie
specialeconomic zone principle to the erttire country in 19tl6, .tr.r[l f iot.n L995 arrcj ui_r io Clrina,s
accession to the WTO. /\veragc'tariff rates fell only sliglrtly in t!"re trg801 ancj rron,t:rr..iff, ur;.l.rers
actually increased. And some of the trade policies of this early period rvere uniik*!y 1o have
been good for eitlrer ecluitv clr efficiency. Arguably tlre bulk of China's trade ri.:foriri has bei:n
after the times of most rapid poverty reduction, anc.l indeecJ in lirnes ol'relaiirrr:iv sragnanr
poverty eradication.

As China had began to adapt to the expected change rvell in advance to its official vri'l-O acc,.:ssion
in 2001, another way of looking at the questiori of tracle and poverty eradication is by divir.iilg
the time around accession to the WTO into twc periocis- the lead u5: (in which teriffs started t6
fali in anticipation of accession) and the period from 2001 onv,rards. From 1995 tr: 2001 an
overallgain of about 1.5 percent in mean income took place in China. In the next periotJ, ?00tr-
2007, the development in mean income is so far neutraland it is expected to corrtinue tra be so"
From 2001 ro 2a07, poverty is projected to increase slightly as a result of the price change,s
most probably taking place after the remaining tarrff changes.

The above suggests that trade openness in ctrina l"ras harJ a negligible ef{bct on total poverty, in
fact halting poverty eradication rather than enhancirrg it. l\4oneover, WTO memberslriu is
expected to negatively influence inequality: about three,quarters of rui-al householcls art:
predicted to lose real income in the period 2001-07. fhis scenario is true for rrnly one in ten
urban households. This loss for rural householcls, which still make up two thircls 3f tle Chirrese
population, is due to a cornbination of falling ruralwages and increases in the prices of the main
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consumption goods of this group. These developments in the rural areas' mainly because of

liberalisation in the agricultural sector, increase the incentives for rural workers to leave the

farmlands and look fJr work in the cities. Thus, as predicted' 28 million agricultural workers

would leave agriculture sector to look for manufacturing work12' This shift would put downward

pressureonunski||edWagesinurbanareas,onethatisforecastedtoreducebyupto5percent.

In fact, rural poverty is still a major problem in china, one that might be exacerbated in the near

futurel3 and one that is intrinsically linked to the country's wTO membership' In 2OO4' China's

state statistics Bureau acknowledged that the number of rural people living in extreme poverty

actually increased from2g.2million in2oo2to 2g million in 2003, despite rapid GDP growth'

Ancl, even more significantly, from 2000 to2oo2,42 percent of ruraI househo|ds experienced

decreased income in absolute terms. Most analysts see this rise in poverty as an effect of trade

liberalisation in the form of increased agricultural imports, and expect chinese small farmers to

face even greater hardship as they struggle to compete against the highly subsidised global

agribusiness that is now entering chinala. In sum, trade liberalisation has been no panacea'

Therefore,iftheChinesestrategyforfurthergrowth,empIoymentcreationandpoverty
eradication is based only on securing a larger sf,a'e of global trade' it may not the desired /

success. Unemployment will continue to risel poverty eradication will slow down and inequality

will rise significantly. Moreover, the chinese experience- which by many is seen as a success

story of the virtues of international trade liberalisation- pays testimony to the critique that free

trade alone, does not ensure jobs, development and poverty eradication'

5.3 LeaP Forward or Backward ?

within the last few decades china has emerged as the world's.manufacturing power- house and

as one of the world's leading exporter' lt is considered as the winner perse in and of international

trade. But winning in this game has not been a joyful experience for its huge population that is

left exploited and without a decent share of thecountry's recent prosperity' china is stillsweot-

shoppingits way to success, basing its competitiveness on unnaturally low wages' china might

have as many newly unemployed people as the rest of the world together' lt is experienclng a

surge in inequaIity (,, oi,.u,,"d above) and finds ha|f of its peopIe entrenched in poverty.

China,s main compaiative advantage is its cheap labour. Low pay, excessive hours, poor working

conditions and minimal other costs have been its road to success' lt is a road that China is

mastering,foreignenterprisesappeartoappreciate,andtheChineseauthoritiesappearto
continue with. But it is a road based on eliminating and minimising obstacles and hindrances

rather than constructively building competence and opportunities' lt is also based on downsizing

the public sector, exploiting the environment, abandoning welfare' pressuring the workforce'

creating flexibility at the price of security, constantly reducing prices and lowering labour costs'

It adds only a minimum of value at each stage of production' in china mainly relying on the low

wages Paid to local workers'

productivity in the country is still very low. In fact, in the booming manufacturing industry'

measuredbyGDPperpersonemp|oyedinthesector,Chinaisupto30times|essproductive
than countries like the Us and Japan. And Germany and Finland are 20 times more productive
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than China. Even in comparison with countries that the country is defeating in the export markets,
China's productivity per employee is low: Brazil is 6.71- times as productive, Malaysia 4.58 times
and Thailand 2.87 times (1MD,2000). The main reason for this low productivity is the lack of
technologies in China's manufacturing industry as pointed out earlier. But missing educational
and skill-enhancing investment in the labour force is also a contributing factor. International
experience shows that the short term gains that sweotshop conditions might give to producers
are more than lost in comparison with the long term productivity gains that having a healthy,
motivated and increasingly competent staff provide.

In spite of its low productivity, China has seen an explosion in private companies and corporations
since the inception of its economic transformation. Chinese has set some of these companies
up while others by foreign investors. But only a fraction of them have delivered decent work
enabling a decent life to their employees. The majority of them exploit a nd a buse their workers
on an unimaginable scale. Thus, the people who produce the products that are flooding mosr
of the world have 60-70 hour working weeks, live in dormitories with 8-16 people in each
room, earn less than the minimum wages which go as low as USS 44, and the only prospect of
injury at work is unemployment. A recent study showed that only 33.4 percent of private
enterprises provided their staff with medical insurance, only 8.7 percent offered pension plans
and just 16.6 percent had unemployment insurance. The insured staff members were mostly
those in senior management positions or high-level technical staff. Most of the rank and file
generally did not receive any of these benefits, the survey showed. In sum, only 14.5 percent of
the workers interviewed were covered by medical insurance, while only 22.7 percent and 6
percent of the workers had pension and unemployment insurance (China Labour Bulletin, 2005).

Working in the many old and new factories in China poses a serious threat to health, well being
and safety. Statistics from the Chinese Centre for Disease Control and Prevention show that 83
percent of township enterprises have work environments with varying degrees of occupational
hazards. Harmful levels of dust and toxic substances affect nearly 34 percent of the workers in
these enterprises. As a result, about 15 percent of workers in township enterprises develop or
are suspected of developing various occupational illnesses. About 37 percent of the foreign-
invested factories were shown to have hazardous conditions with 34.7 percent of workers
employed in these plants in danger of developing occupational illnesses. Once again, it is the
workers who work the most, are paid the least and have the least insurance that are most
vulnerable at work. Thus, there is a clear correlation between being economically exploited
and being at risk of losing a limb. And contrary to widespread conjecture, no evidence suggests
that work injuries are less frequent in the factories that are foreign owned or produce for exports.
Also the so limited regulatory efforts to avoid accidents give little hope for better times as such
regulation reportedly is easily avoidable. This implies that China's workers should be able to
avoid accidents just by demanding that their employers follow the law. The law in itself is not
that bad, howeve4 the implementation of it surely is. Hence, it does not appear that the right to
stoppoges over health and safety issues is very often respectedtt. Rather, the numerous exampres
of employees being forced to continue working in unsafe conditions show that workers in practice
have little confidence in using their rights to work-stoppages under the Labour Law, the Trade
Union Law and the Occupational Safety and Health Law. In sum, there is a lack of consistent and
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i'€tgillar mnnit$ring,:f standards thror"ighout China due to insufficient allocation of financial and

personirel resources. Both coiiusiorr at the local level and widespread corruption are exacerbating

the problem. Many localities turn a blind eye to problems or are part of the management or
ownership of the enterprise in question.

5.4 Jobs Hard to Find

In spite of China's impressive growth and its success as an exporter, most Cfrinese have to look

l'rarcl to see the signs of progress in their personal lrves. Indeed, many of them would end up

looking in vain. Around 250 rnillion Chinese people, 16.6 percent of the population stillsurvive
on less than tJS$ L a day and close to /00 million, 47 percent of the population, live on less than

USS 2 a day. Inequality has been rising sharply and China is now among the most unequal

countries. There may be as many newly unemployed former industrial workers in the country

as in the rest of the world put together. And most workers struggle to get by and risk losing their
lives and limbs every day. China's economic rise and emergence as a labour intensive, leading

manufacturer eif cheap products for the whole world has resulted in a minimal number of new
jobs.-fhus, according to estimates from the World Bank, in the 1980s, when China's economic

growth was at 9.3 percent a year, net employment growth was around 3 percent. Similarly in

the 1990s, when economic growth was about 1-0.4 percent, net employment growth was as

low as 1.1- percent per year. In sum, between 1996 and 2001, the number of urban workers fell

fronr 149 million to 108 million, a fallof 41 million or 28 percent. Besides, the new jobs created

are of lower quality than the ones that were shed, since they are mainly of the informal and

selt-employed kind. As a consequence, this group climbed by 13.3 million, a 57 percent increase,

in the urban areas from 1996 to 2001 (Zerrg, 2005).

As Chirra's lropulation has increased significantly and large numbers of people have entered the

labour market over the last two decades or so, during which employment creation has been

weak; the country finds itself confronted with a giant problem of unemployment. Over time,

more and more sacked workers become permanently unemployed who have limited scope of

re-employment due to increasing oversupply of labour.

6. The Unemployment Scene

Official Chinese statistics are do not present a true situation on unemployment. China keeps

most of its central statistics secret- not least the ones on employment and other associated

issues such as protests and strikes. Employment along with other labour related areas such as

protests, strikes and structural reform is the subject of two main regulations issued jointly by

the State Secrets Protection Bureau. The State Secrets Bureau and the Ministry of Ministry of
Labour and Social Security (MOLSS) issued the first regulation in 2000, while the All China

Federation of Trade Unions (ACFTU) and the State Secrets Bureau in 1996 issued the second

regulation. There are three main areas of state secrets viz., top secret (juemi), highly secret

(jimi) and, secret (mimi). Finally there is internal secret (neibu), which, although it is not strictly

a state secret, constitutes internal material that should not be disclosed without approval of
the relevant agency. The two regulations dealing with labour related-state secrets include highly

secret, secret and internal classification. In this secrecy regime, in 2005 the International Labour

Organisation released a significant study of the recent trends and future challenges of
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employment in China (Ghose, 2005). The study analysed employment creation fronr 1990 to
2002, and identified two quite different trends during this period. Throughout the period of
1990 to 2002, aggregate employment in the Chinese economy grew at an average annual rate
of L percent. This growth was fully accounted for by China's cities. Thus, urban employment
growth was at 3.5 percent annually, while rural employment showed zero growth. In spite of
the cities'industrialisation in the period, the urban employment growth covers only irregular
employment- that is, migrant workers and urban laid-off workers, who hold casual wage-
employment in construction or services (for example), or are self-employed in activities such as

street vending, repair services etc. Thus overall employment conditions in urban areas actually
deteriorated during this period. In contrast, employment conditions in the rural areas have
improved since regular employment grew while irregular employment declined. However, from
1996 to 2002 ernployntent growth was due entireiy to a dramatic growth of irregular
employment in the urban areas (iable 2). Formal employment in urban areas showed a steep
decline and the growth of informalemployment was not sufficient to prevent a rapid decline in
regular employment. Such a decline is a negative sign in terms of labour marr(et sustainability
and societalwell-being:growth of regular employrnent is a true indicator of growth of labour
demand while growth of irregular employment is a symptom of growing excess supply of labour.

Table 2: Employment Growth 1990-2002 (percent pa)

Type of employment Urban

Formal

Regular

lrregular

torai

3.3

1.L

2.3

0.1

3.0

-0.4

18.5

3.5

,0.6

0.8

3.2

1.0

50urce: bnose tzuu5t.

As we know the mass layoffs in state owned enterprises began in 1995 and more than 50 million
workers' lost jobs by 2000. Thus, the unfavourable employment trends in urban China during
1'996-2002 are mainly attributable to the elimination of workers in the state sector. in sum,
some of the urban job-losers did find new jobs in the emerging informal sectol some became
unemployed and some withdrew from the labour force, with the latter part being so big that
the labour force participation rate of urban residents fell from 72.9 percent in 1996 to 66.5
percent in2OO2. The loss of jobs in China went hand in hand with gains in productivity. From
1996 to 2002, when manufacturing employment declined at a rate of more than 3 percent
annually, the growth of labour productivity was nearly 1-2 percent (table 3). This suggests that
the poor employment effect of growth in this period is explained by both the process of shedding
of labour in the SOEs and rapid technological change. Thus, employment conditions did worsened
in this period, though economic miracle much talked about in China.

Like any other developing country, self-employment is a significant mode of employment in

China this study reports. Despite China's recent industrialisation and strong economic results,
the relative importance of self-employment has remained stable. On the other hand, formal
wage-employment has declined in importance and informal wage- employment has risen in
importance (table 4). Again, a negative sign for the people trying to live decent lives. Most
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remarkably though, the change in the structure of employment was healthier in the ruraleconomy than in the urban economy. In the latter, in contrast, self-employment, informal wage-employment and irregular employment have all grown in importance while the relativeimportance of formal wage_ employment has declined.

6.1 Rural Surplus Labour

De-collectivization of agriculture turned rura I surplus labour force into potentia I wage la bou rers.Under collective farming, the production team was the basic unit of accounting. peasants gotwork-points for their work on the collectivl farm and would be faio partly in kind (grain, cottonetc') and partly in cash for their accumulated work points .i ttr" end of a harvest season.Individual peasants got their work assignments each day and were not free to be engaged innon-agricultural activities on their own. A craftsman had io have permission from team readersto work his trade' He had to remit his earnings to his team for redistribution and got workpoints in return' The household responsibility system broke down the collectiv e big rice-pot.Freed from collective farms, peasants become independent commodity producers. They canchoose what to do and keep for them what they earn from agricultural and non-agriculturalactivities. They are free to become industrial wage labourers.

China has an acute shortage of farmland and a huge surplus of peasants. The size of china,srural labour force (without urban registration) was atout 431 million in 199 j. and 444million in1993' which accounted for over 70 percent of the total labour force. Nationally, the averageland-labour ratio is about 3mu (one fifth of a hectare) per peasant. on the basis of the currentrate of agriculturalproductivity in china it is estimated that no more than 150 million are neededfor agricultural employment. Therefore, roughly two thirds of the officially- classified peasantsare surplus labourers and require non-agriculturalwork. China's ruralenterprises employed 52million peasant workers in 1984, 96 miliion in 1991, and 112.g million or about 25 percent ofthe rural labour force by 1993. 331 million people were classified as agricultural labourers in1993 but over half of them were actually unemployed. on the basis of the current rate ofexpansion of rural enterprises, the projected growth of labour force size, and given the amountof arable land as in 20oo there will be approximately 150 million surplus labourers in china.
Table 3: Output and Employment 1990-2002

Average annual rate ofgrowth in percent
1990-96 L996-2002 1990-2cn2

Output

GDP

Agriculture

Manufucturing

r.1.3

l+.o

20.0

a.o

-0.9

2.1.

3.5

7.5

2.7

8.7

8.3

0.1

-o.2

-3.1

o.4

9.3

5.b

71..2

1,4.O

0.8

-0.4

-f.t

1.5

Other industries Services

Employment

Total

Agriculture

Manuhcturing

Other industries

Source: Ghose (2005)
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Table 4: Structure of Emplovment by Status

Type of Employment

Total

Self-employment

Regular Wage Employment

Formal Sector

Informal Sector

lrregular Employment

Rural

Self-employment

Regular Wage Employment

Formal Sedor

lnformal Sector

lrregular Employment

Urban

Self-employment

Regular Wage Employment

Formal Sector

Informal Sector

lrregular Employment

)o,r

31.5

5L.Z

0.3

73.7

72.9

LZ,O

0.3

1J.+

3.7

86.8

9.5

64.0

36.0

35.6

0.4

85.1

14.9

0.4

4.L

56.3

34.7

33.0

r.l
9.0

75.3

T7.T

16.0

1..1

1.6

8.9

61.9

38.1

36.2

1.9

81.5

18.5

LI,J

r.2

10,1

54.5

3L,J

4.6

13.6

76.9

22.2

TY.J

2.9

0.9

9.6

oJ.1

36.9

JI. O

5.3

77.6

22.4

19.5

fq

15.7

50urce: bnose {luu5t.

Labour supply may affect the development of rural industries through two mechanisms:
availability of cheap labour and unemployment pressure (Peng, 1995). Although there is each
year a large army of floating labourers roaming the country in search of jobs, the household
registration system still restricts formal migration and adds friction to the geographic flow of
labour. Therefore, local abundance of cheap labour itself may be an advantage for local
development of rural industries. More importantly, surplus labour exerts unemployment
pressure on local community. Community governments play an active role in rural
industrialization. They are concerned with the social goal of increasing employment as well as

the economic goal of enriching their collective coffers. Even though in the few developed regions
(Zhejiang, Southern Jiangsu, and Guangdong), employment goal comes secondary to profits in

the priority list by local cadres, it is the foremost motivation forthe industrialisation drive for
cadres in less developed regions.

7. Social Insurance System

As perthe household registration (hukou)system, Chinese citizens must carry a household register
card, called hukou, issued in the locality of residence. There are two main categories viz.,

Agricultural (rural) hukou, giving a right to a small piece of land and a duty to cultivate it and

Non-agricultural (urban) hukou, giving a right to urban public services in the locality concerned.
Migrants can apply for temporary registration where they live. But permanent hukou changes

are accorded only under specific conditions that can be difficult to fulfil, especially for low-skilled
and poor persons. In practice, over 20 percent of most big cities' inhabitants have rural hukou,
and so do not enjoy full rights to public services. For example, their children's education often
takes place in specialschools that are less attractive than other schools in urban areas.
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l-he reforrns initiated were in the forrn of regional pilot experiments that began in the 1990s
and encompassecl several provinces since 2001, principally the eastern coastal area but also
Sichuan and Anhui. In these provinces, rural citizens can obtain hukou in a city if tlrey nave
permanent work and residence there. Some localities are particularly liberal, while others,
including most big cities, are partly exempted. From OctoLrer 2001, all towns and cities with up
to about 100000 inhabitants give urban hukou to residents with fixed jobs arrd homes (State
CouncilCircular No.6). In january 2003, the State Council's Notice on the managenrent of and
services for rural people coming to work in cities gave many new instructions to public officials
viz., (1)Abolish administrative controls (notably by labour bureaus) of errterprises hiring rurar
workers. Remove restrictions concernirrg the job categories in which rural workers can be hired.
Simplify procedures. Abolish procedures and fees that have been imposed only on rural workers.
(2) Enterprises must sign labour contracts with rural workers and give them all rights stipulated
by the Labour Law. On dismissal, ernployers should pay them iump-sum compensation. Labour
bureaus should reinforce their inspection of rural workers'labour contracts. (3) Rural worKers
should have work injury insurance. lf conditions permit, local governments can set up health
care insurance for them. Training of ruralworkers should be orgarrised. Rural workers'children
should be guaranteed education at no extra fees, and poor fanrilies should be exempted from
part of the fees (Reutersward, 2005). In June 2003, the State Council issued the notice
Administrative nreasures on assistance and administration of poor urban vagrants and beggars.
This replaced a previous regulation from 1982 about arresting and evicting the same groups,
which had been considered to justify frequent identity checks by police. According to the new
regulation, beggars and other poor rural citizens in cities should no longer be arrested and
evicted, but advised to visit help centres. These centres, to be set up by city authorities other
than the police, should provide food, accommodation and assistance, including tickets nome
or to find jobs.

The public pension system for urban workers is three tiered. Twn tiers are mandatory for
employees in allenterprises and the third is voluntary forthe self-employeci. There is a provision
through transitional rules for those who contributed before 1997. First tier- A pay- as- you- go
defined-benefit programme. As regards the funding, employer contributions vary arouno a

national standard of 20 percent, of which 17 percentage points for the first tier. pooling mostly
at prefecture (city) level, sometimes by province or by county. The benefits accrue after at least
J"5 years of work and it is 20 percent of the localaverage wage. The pension age is 60 (men)and
50 (most women). Howeve4 no first-tier benefits accrue if the contribution is for fewer than 10
years. Second tier- A defined- contribution programme with individual saving accounts. In this
case employee contributes 7 percent of the wage and it has been raised to 8 percent. In addition,
3 percentage points of the employer contribution go to the individual accounts. The government
administers it. The government can either invest the money, mostly in bank accounts and bonds,
or use it on a pay-as-you-go basis. In the latter case, which is most common, the government
pays a certain rate of interest to the notional accounts. As regards the benefits per month, 1/
120 of the fund as accumulated on retirement. Thus, the programme assumes an average life
expectancy of 10 years on retirement, but pensions are paid until death. Workers who stop
contributing after less than ten years in a locality (pooling unit) can withdraw the individual
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accounts. But they receive no first-tier pensions. Third tier- a voluntary pension saving which is
mostly enterprise pension for employees.

In case of rural workers, entirely voluntary saving, possibly vuith some support from communities
and benefits accc.rrding to t.he accumulation on individual accounts are the socialsecurrties.

7.1 Social lnsurance for Rural Migrants

Itt this regard two experiments are worth noting. Chengdu, Sichuan introduced an optional low-
cost insurance package for migrants in March 2003, covering second- tier pension insurance,
work injury insurance and basic medical insurance (hospitalisation). Flexible contributions
calculated on a base wage, defined as the previous year's average wage in the city times one of
the following multiples: 60 percent, 70 percent, 80 percent, 90 percent, 100 percent, 120 percent,
150 percent. The employer chooses a multiple for each workeri with effects on benefits as well
as on contributions. The contribution rate, applicable to the chosen base wage is 14.5 percent
for the employer and 5.5 percent for the employee. For the self-employed, it ls 20 percent. At
the end of 2003, this scherne covered 84000 workers, or 1O percent of the rural migrants in
Chengdu. For urban workers in Chengdu, the standard contribution rates for pension, work
injury and medical insurance are, respectively, 20 percent,0.6 to 2 percent and 7.5 percent for
employers and 8 percent,0 percent and 2 percent for workers. ln other words, rural migrants
and their employers contribute at about half of the rates that apply to urban workers. Chengdu
also gives employers in the urban private sector a 3 percentage-point rebate on their pension
contributions, down to 17 percent. This affects the city's revenues to the pay-as-you-go first
tiel not the individual accounts. Such workers get the full insurance package despite the rebate^
Xiamen, Fujian offers reduced contributions to rural migrants and their employers in the standarcl
social insurance. Contributions are then calculated on the basis of the city's minimum wage,
and employers are offered an 8-percentage points rebate on the pension contribution rare,
down to 6 percent compared with Xiamen's standard rate of 14 percent. The employee
contribution rate (for second-tier pensions) is the same as for urban workers: 8 percent. The
rebate only affects the city's revenues in the first-tier pay-as-you-go pension scheme.

8. Conclusions

China has observed significant improvement in gross domestic product per persons employed
since 1973 i.e., from 2041 USS (1990 prices) to 6181 USS in 1998 and employment as percenrage
of population went up from 41.1 percent to 50.4 percent in 1998. The econorny has grown at
L0 percent during the reform era. China's labour market has observed wide-ranging cnanges.
Structuralchange in employment pattern has occurred during the reform period. Tertiary sector
is now significant sector in China. The role of private and self-employment enterprises is
increasing in creating employment. llowever, WTO accession has had adverse imoact on
employment creation. Inequalities have increased and pushed the efforts to improve poverry
situation backward. China may not have now low productivity low wage advantage. The second
largest economy in the South East Asia would require gigantic efforts to absorb rural surplus
labour. The changing laws would encourage rural-urban migration and distort labour market.
Social insurance system also requires modifications especially in rural areas. China plans to
locate about 40 percent of township enterprises in small towns.
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7.

9.

Notes

t. 36% of global GDP accrued in China in the early 19th century. After L820 China rapidly lost ground because of
various domestic reasons {Maddison, 1998).

2. The output share of the services sector in nominal terms rises significantly from about one fifth in 1980 to one
third in 2004, but the output share in realterms remains almost stagnant. lt is also noted that real unit labour
cost in the services sector has reached about twice that of manufacturing sector in developed provinces, whereas
it has exceeded twice and even reached three times in some inland and poor provinces (Qin, 200a).

3. Low agricultural labour productivity is well known in China (see, Yang and Zhou, 1999).

4. Various studies ascribe rural-urban wage differentials to hukau system.

5. Data on China show that off-farm participation rates have grown steadily between 1981. and 2004. In fact, it
appears that the trend of off-farm sector growth is almost linear if not accelerating.

6. In the United States, self-employment rate among women increased from 4.1 percent in 1975 to 6.7 percent in
1990 (Devine, 1994).

For detailed processes of privatisation in China, see Yusul Nabeshima and Perkins (2006).

Also see, Anderson, Huang and lanchovichina (2003) for impact of WTO accession on farmers' incomes and on
rural poverty and Chen S.H and Martin Ravallion (200a) for welfare impact.

Zhao (1999a) does show that the modest growth in rural non-farm activities limits the ability of households to
obtain off-farm work.

l-0. Income inequality had remained fairly mild and stable under an egalitarian regime prior to economic reforms
that started in l-978 (Qinet al., 2006).

LL. Thehouseholdresponsibilitysysteminitiallyresultedinruralincomegrowthsurpassingurbanincomegrowthas
farms achieved greater productivity, but this trend was soon reversed as agricultural productivity hit the ceiling
and rural income fell further behind urban income (Qin et al., 2006). Also see appendix 10 for rural income that
shows large regional inequality. At one end is Shanghai (7066.33 yuan per capita income)and at the other end is

Guizhou {t721..55 yuan per capita income) in 2004. This amounts to 1:4.1differences. In 1990, this difference
had stood at 1:4.43.

12. National People's Congress (NPC) on March 16,2007 approved a new corporate tax lawthat abolished preferential
rates for foreign companies. The property bill that comes into effect on October L,2001 stipulates that law
protects the property of the state, the collective and the individual, and no units or individuals may infringe up
on it. This bill in a sense gives importance to private sector. The contribution of private sector to GDP is 65 % and
abouITO% of tax revenue accrues from private sector. This would also give a push to urban middle class. Urban
home ownership rate is more than 80% now (Hindu, 2007, Saturday March 17, p.15).

L3. During200land2005,24000kmofnewhighwayswerebuiltaspertheChineseTransportPlanningandResearch
lnstitute (H indu 2007). Believed that this wou ld help in poverty reduction. lt could play a role in reducing discontent
in rural China. In this process, China's National Reform and Development Commission is planning to invest 18
billion vuan on 23000 kms of rural roads.

L4. For instance, in Guangxi, this link between trade and poverty is very clear. The province once had a thriving
sugarcane economy but when China became a member of the WTO, cheap, highly subsidised sugarcane flooded
its market and millions of Chinese sugarcane farmers were pushed into poverty (most farmers in this region
owned less than one hectare of land). Thus, before China entered the WTO, the price for raw sugarcane was
arou nd 250 yua n per ton. After China entered the globa I agricu ltu re ma rket, suga rcane prices plu mmeted to 190
yuan per ton between 2002 and 2003, and then further to 1,70 yuan per ton between 2003 and 2004.

15. Overall, preliminary figures on safety in the workplace in 2004 revealthat there were 9864 industrialaccidents
in privately owned mines and factories in which 11278 workers were killed. These figures represented 67 percent
and 68 percent of all accidents and fatalities nation wide that is a significant increase over 2003 figures. Statistics
show that China reported 3341 coal mine accidents in 2005, which killed a total of 5938 people.
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Appendix 1: Distribution of Labour Force by Age

Labour Force by Age

Year 15-19 20.24 25-29 35-39 4044 5G54 55-59 g)-g 65+

1978 13.82 15.28 16.19

u.42

77.54

77.53

r1.37

r1.51

17.53

17.55

17.29

16.93

14.71,

10.19

10,59

11.09

12.26

14.01

15.02

15.57

16.02

16.28

16.35

16.35

16.57

16.41

1,6.47

16.55

16.43

16.25

16.L]

15.88

15.64

15.34

15.14

15.00

14.81

14.58

14.24

14.00

8.63

8.46

8.33

8.09

1.98

7,83

7,85

7.89

7.97

7.9

7.E)

1.89

7.76

7.31

7.21

7.43

7.n

8.51

9,53

10.46

11.04

71,.46

11.90

12.32

12.26

12.50

12.12

12,90

7.46

7.66

7.75

7.67

8.92

1.\6

6.96

6.73

6.48

6.3s

5.38

6,38

6.42

5.s5

6.51

6.55

6.48

6.19

5.84

5.75

6.02

6.43

6.86

1.45

8.23

8,88

9.33

9.74

5.05

5,25

5.33

5.47

5.56

5.66

5.75

5.15

5,63

5.55

5.51

tat

5.72

4.96

4.89

4.81

4.79

4.83

4.U

4.82

4.10

4.49

4.28

4.03

3.96

4.U

4.29

4.68

10.32 9.22

i0.28 9.15

10.27 9.26

9.85 9.28

9.20 9.33

9.43 9.23

9.88 9,18

10.78 8,86

10.7s 8.43

13.04 8.29

13,82 8,50

14.29 8.94

14.86 9.59

15.12 10.85

15,31 11.84

15.40 12,65

15.41, 13.29

15.49 73.7I

15.55 14,08

15.60 r4.r3

15.12 14.22

15.61 t4.29

15.54 r4A1

15.57 14.44

15.24 14.53

14.98 14.67

14.15 14.66

14.54 t4.57

2.86 0.99

2.79 1.00

2.15 0.95

2.85 0,99

292 0.98

3.00 1.05

3,04 1.01

3,14 1,.20

3.10 1.33

3.26 r.37

3.38 r.31

3.49 r.M

3.49 1.42

3.56 1.51

3.50 1.51

3.44 1.60

3.25 1.62

3.20 1.69

3.04 1.60

3.42 1.s9

2.q 1.58

2.85 1.49

2.76 1.48

2.n 1.45

2.69 1.55

t./! 1.5v

2,6s rs2

2.49 1,.52

1979 13.32 14.83

1980 12.26 14.1L

1981 11.50 14.58

1732

t7.46

1982 10,68 74.46 17.42

1983 9.85 14.35

IgU 8.96 L4.20

1985 8.27 13,82

1986 7.80 I 3.63 77.41

I 7 1.I7 13.39

1988 6.31 12.83

1989 5.86 12.41

1990 s.13 12.06

1991 4.73 1L.13

19€2 4.30 11.40

1993 4.42 11.09 16.41

IE}A 4.20 10.78 75.97

1995 4.r0 10.29 15.70

1996 3.92 9s7 15.47

79€7 3.1Q 9.89 1s.15

1998 3.27 9.92 15.00

1999 3.13 10.19 L4.7L

2000 2.86 10,25 14.53

2001 2.s0 10.18 L4.36

2002 2.24 9.95 L4.57

2003 1.91 9.45

2004 r.71 9.12 15.02

2005 1.58 8.60 15.38

Source: Statistical Yearbook of China, 2006
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Appendix 2: Number of Persons Employed by Industry (10000 persons)

Year Economically Total

Active Pemons

Population employed

Primary Secondary

lndustry Industry

Tertiary % employed

Industry of Active

Popn.

%shate % share

Secondary Tediary

Industry lndustry

% share

Primary

lndustry

1978

I979

1980

1981

1982

1983

1984

1985

1986

1987

i988

1989

1990

1991

IE92

1993

IW
1995

1996

LW7

1998

1999

2000

2001

2@2

2003

2@4

40682

47592

42903

44165

45674

46n1

48433

50112

5154b

s3060

54630

55707

65323

66091

66782

67468

68135

68855

69765

70800

72M7

72791,

13992

74432

75360

7@75

76f,23

4fr52

41024

42361,

43725

45295

4e/'36

48197

49873

51282

52783

54334

55329

64749

65491

66152

66808

67455

68065

68950

68920

74637

71394

72085

1n25

73740

7M32

752$

28318

28634

29722

29771

308s9

31151

30858

31130

31254

31663

32249

33225

38914

39098

38699

37680

36628

35530

ugn
34840

35177

3s768

36043

36513

36870

36545

35269

6945

72r4

7707

8003

8346

8679

9590

10384

11216

Lt726

I2I52

11976

13856

14015

14355

14965

15312

15655

16203

16547

16600

16279

1628r'

15780

Iffi71

76920

4890

5177

5532

5945

6090

6606

7739

8359

8811

9395

9933

i0129

11919

12318

13098

14163

15515

16880

!7927

18/32

18860

19205

19823

20228

21090

21809

2301i

98.70

98.63

98.74

99.00

99.r7

99.42

99.51

99.52

99.49

99.48

99.46

99.32

99.r2

99.09

99.06

99.02

99.00

98.85

98.83

97.34

91.99

98.08

91.42

98.11

97.85

91.U

97.89

70.53

69.80

68.75

68.10

68.13

67.08

64.05

62.42

60.95

59.99

59.35

60.05

60.10

59.70

58.50

56.40

54,30

s2.20

50.50

50.55

49.80

50.10

50,00

50.00

50.00

49.10

46.90

I1.30

17.58

18,19

18.30

18.43

18.69

19.90

24.82

21.81

22.22

22.37

21.65

21.40

2r.40

2r.70

22.40

22.70

23.00

23.50

24.41,

23,50

23.00

22.50

22.30

2r.40

21,.$)

22.s0

12.18

12.62

13.06

13.60

13.45

14.23

16.06

16.76

17.18

17.80

18.28

18.31

18.50

18.90

19.80

21.20

23.00

24.80

26.00

26.74

26.70

26.90

21.50

27.10

28.60

29.30

30.60

Appendix 3: Rural Population and Labour (0000 persons)

Population

Ruml labour

Females

Share in Labour

Males Females

% Share of Labour

In popura!on

1978

1980

1985

1989

IW
1991

r$2
19E3

1994

1995

1996

I99l

1998

1999

2000

2001

2W2

2003

2004

80320.0

81096.0

u419.7

87831.0

89590.3

9055.1

91154.4

vlJJ5.)

9!526.2

91674.6

9194'1,0

91524.7

91960.1

92216.3

92819.1

93382,9

93s02.5

93750.6

94253.7

30637.8

3183s.9

37065.1

40938.8

42009.5

43@2.5

43801.6

M255.7

44654.r

45M1.8

45288.0

46234.3

4&32.3

46896.s

47 2.1,

48228.9

48526.9

48971.0

49695.1

16548.4

11379.7

nr53.2

22218.0

22551.8

23121.9

23449.9

236s3.1

23854.1

24031.4

24154.9

24633.4

24133.1,

24995.1

25517.8

25685.4

25850.1

26121.0

26525.8

14089.4

74456.2

16911.9

18720.8

19457.1

19914.6

20351,.7

206f2.6

20800.0

21004.4

21600.9

216W.2

21900.8

22444.3

22543.5

22676.8

22850.0

23169.5

54.0

54.6

54.4

54.3

53.7

53.7

53.5

53.5

53.4

53.4

53.3

53.3

53.3

53.3

53.2

53.3

53.3

s3.3

53.4

46.0

45.4

45.6

45.7

46.3

46.3

46,5

46.6

46.6

46.6

46.7

46.7

46.7

46.7

46.8

46.7

46.7

46.7

46.6

38.1

39.3

43.9

46.6

46.9

47.6

48.1,

48.5

48,8

49.7

49.3

50.5

50,5

50,9

51,.7

51,.1

51.9

s2.2

52.1

Source: China Statistical Yearbook, 2006.
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Appendix 4: Rural Population and Labour (0000 persons) by Provinces- 2004

RuEl

Population Labour Males

Share in Labour

Males Females

Rural Labour

Females

% Share of Labour

in population

Beijlng

Tianjin

Hebei

Shanxi

Inner Mangolia

Liaoning

Jilin

Heilongliang

Shanghai

JranSsu

Zhejrang

Anhur

Fulian

liangxi

Shandong

Henan

Hubei

HUNAN

Guangdong

Guangxi

natnan

Chongqing

Sichuan

Guizhou

YUnnan

Tibet

5haanxi

Gansu

Qinghai

Ningxia

Xinjiang

359.9

395.2

5389.9

2344.5

1352.3

2338.9

1440.1

1899.3

u].9
5248.0

3114.8

5198.2

2686.3

3256.6

7042.5

7968.8

3965.3

5455,8

6254.5

4123.4

519.6

2425.3

6885.7

3253.6

3537.9

223.6

2790.8

2063.6

354.1

412.r

975.5

111,.4

175.7

2172.0

1021.5

675.8

1083.9

6t0.9

r)43..1

?48.1

)b(j1.P,

22\2.3

2910.8

1311.5

1605.4

3154.2

4718.0

1817.0

29s1.6

2944.6

2245.4

250.1

1361.5

3714.0

1903.0

2030.0

105.7

1425,5

1057,9

184.6

209.9

395.1

89.2

95.9

1484.1

381.6

602.9

383.0

540.5

128.4

1380.4

1203.0

1554.1

706.5

843.1

1995.4

2498.8

995.4

r6f/.7

u39,9

1187.0

r29.0

730.5

2003.3

rat2.4

1056.7

53,5

118.4

557.6

97.5

109.9

217.6

82.2

79.8

1281.9

456.4

294.2

481.0

281.9

402,8

IT9.7

12U.4

1049.3

1356.1

605.0

162.3

1758.8

2219.2

881.6

rv6.9

IAM.7

1058.4

127.r

631.0

77n.7

890,6

973.3

52.2

u7.r

500.3

87.L

100.0

117.5

52.U

54.58

53.54

55,32

56.47

55.62

57.09

57.30

51.80

53,41

53.41

53.87

52.52

53.15

52.96

53.03

54.37

52,30

52.86

51.58

53.6s

53.08

53.20

52,05

50.61

54.6r

s2.1r

52.82

52.36

55.07

47.96

45.42

46.46

44.8

43.53

44,38

42.91,

42.70

48.25

48.20

46.59

46.59

46.r3

47.48

46.85

47.M

46.97

45.63

47.n

47.I4

48.42

46.35

46.92

46.80

41.95

49.39

45.39

47.29

47.18

47.U

44.93

47.62

M.46

51.43

43.57

49.97

46.4

46.59

49.61

7r.3L

50.78

60.31

56.00

48.82

49.15

53.31

59.21

47.34

54.10

q.a8

54.46

48.13

56.r4

54.81

58.49

57,38

41.27

51.08

ll.zb

52.13

s0.93

40.50

Appendix 5: Distribution of Rural Labour by Activities
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Appendix6: Distribution of Rural LabourbyActivities -2004
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Appendix 7: Numberof Self-employed Individuals in 2004Across provinces
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Appendix 8: Employed Persons in Rural Area (10000)
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Appendix 9:DistributionofEmployedPersonsinPrivateEnterprises(2004)(no.in10000)
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Appendix L0: Per Capita Income of Rural Households by Region (yuan)
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